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Autobiographical Sketch 

My name is Stuart W. Elliott. I am a Vice President at SLS Consulting, a 

consulting firm located in Washington, DC. SLS specializes in economic, 

operational and environmental analyses on behalf of the mailing community. I 

have a B.A. in Economics from Columbia University and a Ph.D. in Economics 

from the Massachusetts Institute of Technology. After my formal education, I 

was a Research Fellow at Carnegie Mellon University, a Senior Analyst at 

Project Performance Corporation (PPC), and a Senior Associate at 

PricewaterhouseCoopers. While at PPC, I presented testimony in Docket No. 

R2000-1 on behalf of the National Newspaper Association, the Recording 

Industry Association of America. and Magazine Publishers of America. 

1. Purpose and Scope of Testimony 

The purpose of this testimony is twofold. First, the testimony briefly 

reviews Capital One’s projections of before-rates mail volumes and places those 

projections in context for the Company. Second, the testimony derives after- 

rates mail volume projections. 
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2. Capital One’s mail volume forecast represents a continuation of 
historical levels of solicitation, with a reduced growth rate for customer 
mail. For First-class Mail solicitations, the continuation of historical 
levels of mail volume contrasts with an eight-month period of unusually 
high mail volume, from October 2001 to May 2002. 

Capital One has provided mail volume projections for FY 2003 in its 

testimony for the types of mail covered by the terms of the Negotiated Service 

Agreement (NSA). These projections are reproduced in Exhibit 1 for reference. 

Exhibit 2 shows the Company’s mail volumes for the same types of mail from 

October 1999 to September 2002. 

For Standard Mail solicitations, the data in Exhibit 2 show a high level of 

month-to-month variation. For these solicitations, the graph in Exhibit 3 shows 

that the average level of solicitations increased during FY 2000, but has been 

roughly constant at 79 million pieces per month for the past two years. 

For First-class Mail solicitations, the data in Exhibit 2 also show a high 

level of month-to-month variation. The graph of this mail volume in Exhibit 4 

makes it clear that First-class Mail solicitation volume has averaged about 63 

million per month from October 1999 to July 2002, except for the period from 

October 2001 to May 2002, when it averaged about 117 million. 

For FY 2003, Capital One’s projection of 768 million pieces of First-class 

Mail solicitation implies an average of 64 million pieces monthly. This represents 

a continuation of the Company’s historical rate of First-class Mail solicitation that 
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has been in force for the past three years with the exception of the anomalous 

eight-month period from October 2001 to May 2002. 

For customer mail, the data in Exhibit 2 show a steady growth in mail 

volumes since October 1999. This growth is shown graphically in Exhibit 5. 

Over this period, the Company’s customer mail grew at an annual rate of 32 

percent. 

The projected continuation of historical levels of solicitation with a higher 

account base implies that annual account growth will be slower during FY 2003 

than it has been in recent years. Slower account growth implies in turn slower 

growth in customer mail volume. For FY 2003, Capital One projects that there 

will be approximately 640 million pieces of customer mail. This represents an 

annual increase of 9.8 percent over the estimated 583 million pieces of customer 

mail that the Company will send in FY 2002. 

3. The increase in First-class Mail solicitations during the eight-month 
period from October 2001 to May 2002 was due to the unique, 
anomalous post-9/11 environment. This increase was reversed by June 
2002. 

The historical volume data show a large increase in First-class Mail 

solicitations in October 2001, followed by an equally large decrease starting in 

June 2002. 

The eight-month increase in First-class Mail solicitation pieces that took 

place from October 2001 until May 2002 was a temporary deviation from the 
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Company’s historical level of First-class Mail solicitation. The Company’s 

testimony explains this temporary increase in First-class Mail solicitation 

mailings as a result of “the unique market and environmental conditions in the 

post-9/11 period, including the anthrax attacks.” 

4. Capital One’s mail forecast for FY 2003 clearly follows the outlines of 
the Company’s corporate strategy. 

In July 2002, Capital One announced its strategy involving a reduced level 

of asset and account growth relative to the growth of the last two years. 

The reduced level of asset growth involves a target annual growth rate of 

20-25 percent during the second half of 2002 and during 2003 (8-K, July 16, 

2002, p. 5-6). The Company expects account growth to be lower than projected 

asset growth: “Account growth is expected to be modest in the second half of 

2002, and somewhat higher in 2003 (8-K, July 16, 2002, p.6). Since it is 

reasonable to expect that the level of customer mail volume is closely related to 

the number of accounts, the projected customer mail growth of 9.8 percent in FY 

2003 indicates that the projection is consistent with the strategy’s announced 

slowdown in account growth. 

Since the levels of solicitation and customer mail projected by Capital One 

for FY 2003 follow the Company’s announced strategy, those projections are a 

reasonable estimate of the Company’s mail volumes. 
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The Postal Service measures price elasticities of -0.071 for workshared 

First-class letters and -0.388 for Standard Mail (R2001-1, USPST-7 at 51 and 99). 

Exhibits 6 and 7 use the Postal Service price elasticities to project a range 

of mail volume responses to the NSA price discounts. The range is obtained by 

calculating the price response in two different ways. Exhibit 6 shows the results 

of the first method, which applies the Postal Service’s price elasticity for work- 

shared First-class Mail letters to Capital One’s forecasts of First-class Mail. 

Exhibit 7 shows the results of the second method, which decomposes the 

Company’s First-class Mail into its solicitation and customer mail portions, 

applies the Postal Service’s Standard Mail elasticity to the solicitation mail, and 

then estimates new customer mail volume from the increase in accounts that will 

result from these new solicitations. These two estimates imply a range of 15-53 

million for the after-rates increase in First-class Mail. 



Exhibit I: Capital One's Projection of FY 2003 Before-Rates 
First-class Mail Volume 

First-class 
Type Mail Volume 

Solicitations 768,000,000 
Customer Mail 640,000,000 
Total 1,408,000,000 



Exhibit 2: Capital One Volume of Customer Mail and 
Solicitations: October 1999 to September 2002 

Note: August and September 2002 are estimates 
Source: Capital Ole. 



Exhibit 3: Standard Mail Solicitation Volume, October 1999 to July 2002 
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Exhibit 6: SLS Consulting Projection of Capital One After-Rates 
First-class Mail Volume - Method 1 

FY 2003 Capital One Before-Rates Projection 
First-class Mail Solicitation Volume 
First-class Mail Customer Mail Volume 
Total First-class Mail 

[l] Capital One testimony 
[2] Capital One testimony 

[4] R2001-1 USPS-T-7 at 51 
[5] = - $0.045 I $0.291, where $0.045 is the discount for 1.375 to 1.45 billion piece 
block and $0.291 is the Capital One per-piece average First-class Mail postage 

[31= V I  + PI 

PI = [41* [51 
[71= [II [SI 

[91= [71+ PI 
[lo1 = [ I ]  + [71 

P I =  P I  * [61 

[ I l l  = PI + [81 
[I21 = [IO] + [ll] 



Exhibit 7: SLS Consulting Projection of Capital One After-Rates 
First-class Mail Volume - Method 2 

12. 
,0001 [3: 

[I] Capital One testimony 
[2] Capital One testimony 

[4] R2001-1 USPS-T-7 at 99 
[5] = - $0.050 /$0.291, where $0.050 is the discount for 1.45 to 1.525 billion piece 
block and $0.291 is the Capital One per-piece average First-class Mail postage 

[31= [I]+ PI 

[61= [41* [51 
[71= [I] * [e1 
191 = [71 [81 
[8] Industry average solicitation response rate in 2001 from BAlGlobal 

[I 01 Assumption 
[I I] Assumption 
[I21 = [9] * [IO] *[I11 
[I31 = [7] + [I21 

[I51 = [2] + [I21 
[I61 = 1141 + [I51 

~ 4 1 =  [I]+ [71 
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